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By Bernard'!). Nossiter 

Washington Post Foreign Service 


LONDON, July 9 — British 
officials are saying in private 
that President Nixon’s vjrcqc - 
qpj&tifip with Watergate ias 
become a prime cause of the 
continued unrest in the 
world’s currency markets. 
j5 This marks a decided 
change in thinking here. Up to 
liow, British government aides 
ifiave minimized the scandal’s 
feffect and pictured the presi- 
dent as the victim of a venge- 
gful press and ambitious politi- 
cians. 

But for the first time, Lon- 
don officials are talking about 
a seemingly crippled and para- 
lyzed administration in Wash- 
ington that is weakening both 
the dollar and the pound. 

There are even fears that 
this alleged paralysis is begin 
ning to affect a wider range of 
international relations and un- 
dermining the quality of deci- 
sion-making, particularly in 
dealings with the Soviet Un- 
ion. 

On the monetary front, Brit- 
ish officials are divided about 
what they want from Washing- 
ton. Some think the key to sta- 
bility lies in the Federal Re- 
serve’s willingness to borrow 
European currencies to buy 
up dollars and prop up that 
currency’s price. Others argue 
that big enough sums cannot 
, be mobilized for successful in- 
tervention and want Washing- 
ton to move decisively against 
American inflation. 

I On one point, however, offi- 
;ials here express a common 
. Chew — currency markets de- 
mand a demonstration that 
• the president is capable of act- 
ing on the economic front in a 
firm and decisive fashion. 

The London view rests on 
the now conventional belief 
that both the dollar and pound 
have been undervalued in re- 
lation to other currencies, that 
their continued decline re- 
flects psychological rather 
than economic forces. 

The word invoked every- 
where . in Whitehall is 
“confidence.” Its supposed ab- 
sence among dollar-holders is 








blamed for the continuing 
pressure. “Confidence,” offi- 
cials here contend, can only be 
restored when it becomes 
clear that the U.S. administra- 
tion is free of its apparently 
all-engrossing concern with 
Watergate. 

One aide here observed that 
the Lord Lambton vice scan- 
dal tied up Prime Minister Ed- 
ward Heath’s government for 
several days and effectively 
prevented Whitehall from act- 
ing. In contrast, this official 
said, the widening web of 
Watergate revelations appears 
to have absorbed Washing- 
ton’s energies for the past 
four months, with no end 
yet in sight. 

The most knowledgeable 
bankers in London’s financial 
center think Watergate has 
much less to do with the dol- 
lar decline than officials now 
assert. Private money men say 
that there is a lack of confi- 
dence in all currencies be- 
cause inflation among all rich 
nations is now running at 
nearly 10 per cent a year. The 
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flight from paper money, they 
say, has led inevitably to a de- 
mand for goods, fueling the 
boom in real estate, gold, cop- 
per and other commodities. 

The fact that the dollar, and 
with it the pound, have been 
falling against other curren- 
cies is blamed by financiers 
here on an outpouring of dol- 
lars from the United States. 
American bankers, corpora- 
tions and wealthy individuals, 
it is said, are now leading the 
flight. 

London’s financiers agree 
that the dollar and pound 
have been marked down too 
far. But .they will not put their 
money where their theory lies, 
they say, until American in- 
vestors show more confidence 
in their own currency. 

One factor contributing to 
the steep and abrupt changes 
in currency rates is the 
“thinness” of markets, the fact 
that relatively small transac- 
tions trigger large changes. 
One private financier here es- 
timates that last year it took 
only $100 million offered for 


sale to lower the dollar’s price 
one half per cent. Now, it is 
estimated that only one tenth 
of this amount, a sale of $10 
million will drop the price by 
half a per cent. 

This thinness, in turn, re- 
flects the fact that central 
bankers are no longer trying 
to hold currency rates at fixed 
levels but, in large part, per- 
mitting them to be set by sup- 
ply and demand. Under a sys- 
tem of fixed rates, banks, cor- 
porations and others were 
willing to hold large amounts 
of any currency, secure in the 
knowledge that they could sell 
these amounts to a central 
bank with little loss. 

An existence of floating ex- 
change rates, however, sharply 
increases the risk of holding 
any currency that is under 
pressure. The holder of dol- 
lars, for example, could sud- 
denly find their value sharply 
diminished in terms of the 
marks, yen or francs they once 
could buy. 

One system of semi-fixed ex- 
change rates still survives, the 
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! Common . Market’s “snake in 
the tunnel.” Six of the nine — 
all but -Britain, Italy and Ire- 
land whose currencies are 
floating independently — are 
still trying to hold their cur- 
rencies from straying apart by 
more than 2.25 per cent. 

But this encourages specula- 
tors to sell what appear to be 
weaker European currencies 
for the stronger ones, confi- 
dent that the central banks of 
the six will prevent any large 
losses. To save the “snake” 
from bursting apart, West 
Germany upvalued the mark 
by 5.5 per cent two weeks ago. 
But financiers here think that 
this effort will not succeed, 
that there will soon be re- 
newed and heavy buying of 
marks. 

In sum, London money men 
think that the “snake” is a dy- 
ing animal, that its members 
will soon abandon the attempt 
to fix rates against each other 
and that all major currencies 
will be floating separately like 
the dollar, the pound, the yen 
and the lira. I 



